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FOREWORD

Like earlier reports, this report of the committee on terminology
is published in the form of an accounting research bulletin for the
information of members of the Institute and others.
R E P O R T OF T H E COMMITTEE ON TERMINOLOGY
MIDYEAR,

1944

T o THE COUNCIL OF THE
A M E R I C A N INSTITUTE OF ACCOUNTANTS:
GENTLEMEN:
DEPRECIATION

The definition of depreciation suggested in the committee's report
of October 18, 1943, was approved by the committee on accounting
procedure and the report was circulated to the membership of the
Institute as Accounting Research Bulletin No. 20. It has elicited
considerable comment, and one suggestion has been made to which
effect might perhaps advantageously be given in a revision of the
definition. It is that a specific reference should be made to salvage,
and the point could be covered by inserting the words "less salvage
(if any)" after the words "tangible capital assets" in the definition.
As amplified the definition would read:
Depreciation accounting is a system of accounting which aims to distribute the cost or other basic value of tangible capital assets, less salvage
(if any), over the estimated useful life of the unit (which may be a group
of assets) in a systematic and rational manner. It is a process of allocation,
not of valuation. Depreciation for the year is the portion of the total
charge under such a system that is allocated to the year. Although the
allocation may properly take into account occurrences during the year,
it is not intended to be a measurement of the effect of all such occurrences.
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A number of suggestions have been made as to the description of
the annual charge for depreciation in financial accounts. After considering the various comments received, your committee suggests that
it would be helpful to describe the annual charge as "depreciation
allocated to the year" in order to emphasize the fact that depreciation
accounting is a process of allocation.
Two members of the NARUC committee on depreciation submitted comments on your committee's definition. An opportunity to
deal with these suggestions arose in the form of a request for comments
on the tentative report of the NARUC committee, and the opportunity was availed of. The letter, dated January the 28th, addressed
by the chairman of the committee on accounting procedure to the
chairman of the NARUC committee, deals at length with the definition of depreciation. It is the strong feeling of your committee on
terminology that straight-line depreciation has sufficient practical
merits in given situations to justify its adoption and that it is neither
necessary nor desirable to claim for that method characteristics, such
as being factual, which it does not possess.
Your committee's definition of depreciation has become particularly timely in view of the current problem, in the public-utility field,
of dealing with companies which have, with regulatory approval,
used the retirement-reserve method. If such companies are now required to use depreciation accounting, it is important that careful
consideration be given to the manner of effecting the change, and
this necessitates a clear understanding of the true import of the depreciation charge; your committee is following developments in this
respect and hopes to cover the matter in its next report.
CURRENT ASSETS AND LIABILITIES

The article prepared by Mr. Herrick, to which reference was made
in the last report, appeared in the January, 1944, issue of The Journal
of Accountancy and the April Accounting Review carries an article
by Stephen Gilman in which he suggests an abandonment of the
"current" groupings. It seems desirable that the committee on
accounting procedure consider whether or not there should be either
some modification of present practice or a fundamental change in
classification.
It seems evident that bankers, lawyers, and others who are called
upon to deal with the question, find difficulty in defining current
assets and liabilities satisfactorily, and are apt to rely on the procedure of requiring that they shall be determined in accordance with
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generally accepted accounting principles. If accounting views on
the question change materially thereafter, important questions are
likely to arise as to whether the reference to the accounting principles in such cases is to be interpreted as referring to the principles
recognized at the date when the contracts were made, or the principles recognized at the later time when effect was being given to
them.1
A pronouncement by the accounting procedure committee on the
subject would be helpful and timely.
CONSISTENCY

Numerous suggestions have been made to your committee that it
discuss the word "consistent" as used in the phrase "in conformity
with generally accepted accounting principles applied on a basis consistent with that of the preceding year." In particular, an indication
has been sought of your committee's views on the question of the
relation between consistency and comparability. In your committee's view the phrase quoted from the standard form of certificate
implies consistency in the principles employed and the manner of
their application. In relation to similar situations, it does not call
for the same treatment of a given element in the accounting if the
situation with respect to that element has materially changed. Consistency, in its judgment, does not assure comparability except in so
far as comparability may be attained by accounting methods.
An illustration may be found in the problem of the proper treatment of renegotiation at the end of 1942 and at the end of 1943.
The governing principle is that the accounts should reflect all liabilities which can be estimated with a reasonable degree of approximation. At December 31, 1942 the amount of the liability was, in
most cases, wholly uncertain and the application of the principle did
not, therefore, require provision in the accounts for the liability, but
only an appropriate note of its existence.2
At the end of 1943 the elements of liability were in many cases
reasonably ascertainable. Where this was so, the accounting principle above cited called for inclusion of the liability among current
1
An interesting discussion of a similar question, such as the meaning of the word
"minerals" when used in an old statute which is being applied today, is contained in
the chapter on Law and Language which appears in Lord MacMillan's Law and Other

Things.
2

See Accounting Research Bulletin No. 15.
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liabilities in financial statements.3 If, therefore, a company made no
specific provision for renegotiation in 1942, but made such provision
in 1943, it was not applying different accounting principles in the
two years, nor applying any principle in two different manners.
Whether the difference in treatment may have so seriously affected
the comparability of the two statements that fair disclosure may call
for a statement on this point, is another matter. Your committee has
noted with satisfaction the number of cases in which corporations
have restated the accounts for 1942 in order to overcome the lack of
comparability which would have otherwise existed.3
Your committee does not feel that the subject of "consistency"
should be dealt with solely as a matter of terminology; it suggests
that it be given further consideration by the auditing and accounting
procedure committees.
Respectfully submitted,
GEORGE O . M A Y ,
ANSON HERRICK
WALTER A . STAUB

May 8, 1944
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